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De-Dollarization Efforts in China and Russia

Formore than adecade, China and Russia have soughtto
reduce theiruseofthe U.S. dollar, or “de-dollarize” their
economies, in an effort to shield theireconomies fromU.S.
sanctions, reduceexposureto the effects of U.S. economic
and monetary policy, andassert global economic
leadership. While China and Russia have somewhat
reduced theirdollar use, both countries, as domost
countries, still rely heavily on thedollar. Chinaholds
significant dollar reserves, and does not allow its currency,
the renminbi (RMB), to be traded freely in foreign
exchange markets. This limits the RMB’s use in cross-
bordertransactions and has constrained China’s broader de-
dollarization efforts. Russia’s ruble is not widely used
abroad, and global energy markets (Russia’s main exports)
are traditionally denominated in dollars. Overtime,
however, if de-dollarization efforts gain traction, there
could be implications forthe U.S. economy, U.S. sanctions,
and U.S. globaleconomic leadership.

The Global Role of the U.S. Dollar

The dollar has served as the world’s dominant reserve
currency since World War Il. A reserve currency is a
currency held by central banks in significant quantities. It is
also widely used in international trade and investment
transactions. Today, the dollar remains the primary currency
used in cross-border transactions, held by central banks in
reserves, and traded in foreign exchange markets. The role of
the dollar reflects global confidence in the U.S. Federal
Reserve (Fed) as an institution and the U.S. economy and
financial markets more generally.

The dollar’s global role also reflects continued U.S. global
economic and financial leadership. The Fed has consistently
demonstrated its capacity and willingness to bear the costs of
backing up the global financial system, particularly during
crises. Most recently, the Fed’s actions to provide dollar
liquidity to the global economy stabilized international
markets during the COVID- 19 pandemic.

The dominance of the U.S. dollar in cross-border transactions
allows the United States unique visibility and levers of
influence through policy measures such as financial sanctions
thatimpede access to the US. financial system or use of the
US. dollar in international trade. Sanctions, imposed for
foreign policy or national security objectives, restrict access to
the US. payments and financial system, which is generally
needed to process dollar transactions.

China’s De-Dollarization Efforts
Chinahas tried for some time to de-dollarize in trade and
investment with some limited success. The Chinese
government has pressed trading partners, including with
Russia, to denominate some trade in RMB; established
RMB trading centers in Hong Kong, Singapore, and
Europe; and created cross-border stock exchange
connection programs that denominate some tradeand

investments in RMB. At the urging ofthe Chinese
government, the International Monetary Fund added the
RMB to its benchmark basket of key international
currencies in 2016.

Despite these efforts, thedollar remains important to China
and its global economic position. China holds 50%-60% of
its foreign exchangereserves in dollar-denominated assets
and conducted an estimated 20% of its trade in 2020 in
RMB. The United States is a top export market for China.
Chinaalso requires payment in dollars for most exportsand
One Belt, One Road projects. The PBOC controls the
RMB’s value based ona basket of currencies weighted
toward the dollar. Centralbanks globally hold 2% of their
foreign reservesin RMB.

Chinais also seeking influence in dollar-centered global
payments infrastructure. In January 2021, China’s central
bank, the People’s Bank of China (PBOC), announced a
joint venture (JV) with the Belgium-based financial
messagingservice, the Society for Worldwide Interbank
Financial Telecommunications (SWIFT). SWIFT is relied
on globally to send messages that facilitate cross-border
financial transactions. TheJVplans to create a datacenter
and localized network in China that connects to the main
SWIFT networkand allows the Chinese governmentto
monitorand control cross-border payments. Other
shareholders are two PBOC-affiliated groups that handle
cross-border RMB clearing and settlement services for
banking and non-banking institutions.

De-Dollarization through Digital Currency?

China’s current de-dollarization efforts prioritize PBOC’s
development of adigital currency. This initiative involves
developing a domestic payment systemthatcould be used
globally, and advances China’s efforts to create alternatives
to U.S.-controlled global economic, financial, trade, and
technology networks. The effort aligns with China’s
buildout of its national security economic authorities,
including newexport controls and sanctions laws.

The Chinese government is piloting domestic deployment
with a focus on retail transactions as wellas cross-border
trade with Hong Kong, Thailandandthe United Arab
Emirates. Relatedly, Chinais piloting the joint use of
foreign exchange and RMB in companies’ cash
management and as cross-border financing for technology
firms in designatedzones. Ahead ofthe release of PBOC’s
digital currency, thegovernmenthas shuttered private
bitcoin operations and tightened operating terms for
financial technology service providers, such as Alibaba and
Tencent. Thesefirms are among a small group that PBOC
has entrusted to distribute its digital currency.

China’s efforts to develop an alternative currency and
financial network may not immediately challengethe global
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role ofthe dollardue to the lack of full RMB convertibility,
hesitancy of other central banks to use a digital currency,
long-standing international acceptance of reliance on the
U.S. dollar in particular sectors (oiland gas, forexample),
and national security concerns in other countries. Over
time, however, a Chinese central bank digital currency and
accompanying global payments network could offer China
alternativesto the U.S. dollarand workarounds to U.S.
sanctions, at least in certain instances. Collaboration with
Russia orothers could facilitate certain trade within closed
networks.

Chinais already using its digital currencyto propose global
financial rules. At the Bank for International Settlements
Innovation Summit in March 2021, China submitted a
Global Sovereign Digital Currency Governance proposal
that shares its views for standards on cross-border digital
transactions, risk supervision, and data. At the event, the
director of PBOC’s Digital Currency Research Institute said
that PBOC aims to become the first major central bank to
issue asovereign digital currency to propel RMB
internationalization and reduce dependence on the dollar.
China’s payments network could give China greater
understanding and control of certain global financial flows.

Russia’s De-dollarization Efforts

The Russiangovernmentaccelerated its de-dollarization in
2014, when the United States imposed sanctions on Russia
in response to Russia’s invasion of Ukraine. Overthe next
several years, the United States expanded sanctions on
Russia foravariety of malign actions, including U.S.
election interference. Russian President Viadimir Putin
called for de-dollarization to insulate the Russian economy
from existing and potential future U.S. sanctions.

Russia has focused de-dollarization efforts in three areas.
First, the Russiangovernmentreduced its own holdings of
dollars. Russia’s central bank cut the share of its reserves
denominated in dollars by more than half between2013and
2020. In July 2021, the Russian finance minister announced
plans to completely remove fromthe country’s sovereign
wealth fund dollar-denominated assets, which accounted for
about one-third ofthe $186 billion fund.

Second, Russia has reduced its share of trade conducted in
dollars. The government has concluded various discussions
and agreements with anumber of countries—including
China, India, Turkey, and other members of the Eurasian
Economic Union (Armenia, Belarus, Kazakhstan, and
Kyrgyzstan)—to prioritize the use of national currencies in
bilateraltrade. Russia’s major state-owned energy
companies also began transacting in eurosand rubles where
possible. Theseinitiatives have shifted the currency-
compositionofRussia’s trade. In Q4 2020, about 10% of
Russia’s exports to other BRICS countries (Brazil, India,
China, and South Africa) were invoicedin U.S. dollars,
down fromabout 95% in 2013 (Figure 1). About half of
Russia’s total exports, however, are still invoiced in dollars.

Third, Russia has developed its payment processing
capabilities to reduceits reliance on the existing, dollar-
centered payments infrastructure. Russia created a new
national electronic payments system, Mir (which means
“peace” and “world”in Russian), in 2015 after U.S.-based
payment processing companies denied servicesto several
Russian banks subject to U.S. sanctions. Russia also created
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its own financial messaging system—the Systemfor
Transfer of Financial Messages (SPFS)—after the United
States called for Russianbanks tobe disconnected from
SWIFT. Russia has expanded theuseof Mirand SFPS
abroad: Mirhas beenintroduced in Armenia, Turkey, and
Uzbekistan, and 23banks outside of Russia are connected
to SFPS. Russia’s centralbank s also exploring the creation
of adigital currency, which would further reduce Russia’s
reliance on western (and dollar-centered) payments
infrastructure.

Despite these initiatives, President Putin acknowledged that
Russiawould not be able to completely de-dollarize,
referring to the dollar as a “universal currency.” Russia’s
centralbank governoralsoaffirmed that thebank would
continue to holddollar denominated-assets.

Figure |. Russia’s Exports to BRICS Countries
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Outlook and Policy Issues for Congress
China and Russia’s multi-year, multi-pronged efforts to de-
dollarize have yielded minimal changesto date. However, if
they are able to more significantly reduce theiruseofthe
dollarin the future, forexample by expanding non-dollar
trade or developingadigital currency, there could be
implications for the United States. The United States
benefits fromthe dollar’s global status, by lowering the
borrowing costs forthe U.S. government and providing the
United States with foreign policy leverage.

Policy questions Congress may want to consider include

e What factors might make de-dollarization by Russia and
Chinamore successfulin the future? Whatare the key
signposts that the dollar’s globalrole might be at risk?

e Arethere legislativeactions that could re-inforce the
dollaras the key international currency? How do various
legislative efforts impact the dollar’s role, if at all?

e Should Congressdirect theFed to create adigital
currency, in order to maintain competitiveness and
desirability ofthe U.S. dollar?

e Should Congress require the Treasury Department to
producean annual report onthe use ofthedollar
internationaleconomy? Ifso, should this report discuss
the use of sanctionsand the role ofthe dollar?

Rebecca M. Nelson, Specialist in International Trade and
Finance
Karen M. Sutter, Specialist in Asian Trade and Finance
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Disclaimer

This document was prepared by the Congressional Research Service (CRS). CRS serves as nonpartisan shared staff to
congressional committees and Members of Congress. It operates solely at thebehest of and under thedirection of Congress.
Information ina CRS Report should not be relied uponfor purposes other than public understanding of information that has
been provided by CRS to Members of Congress in connection with CRS’s institutional role. CRS Reports, as a work ofthe
United States Government, are notsubject to copyright protection in the United States. Any CRS Report may be
reproducedand distributed in its entirety without permission fromCRS. However, as a CRS Report may include
copyrighted images or material froma third party, you may needto obtain the permission of the copyright holder if you
wish to copy or otherwise use copyrighted material.
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